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REVIEWS AND SURVEYS. 



DAVENPORT'S VALUE AND DISTRIBUTION. 1 

The author of the work before us follows rigorously the 
method of leaving nothing unnoticed which has been writ- 
ten in the same field. So much attention is paid to other 
writers, frequently in the way of appreciative criticism, 
more frequently in the way of generous commendation, that 
the reader is sometimes at a loss to know just what the 
author himself is trying to teach. One sometimes wishes 
that he had paid less attention to others, and had devoted 
himself more directly to the task of outlining the subject 
as it lay in his own mind. This method would have had 
the advantage of clearness, tho it might have lacked the 
quality of comprehensiveness. In addition to this diffi- 
culty the author's style has an individuality of its own, 
not unattractive, but somewhat unfamiliar to those who 
have not read his previous works Therefore, the work as 
a whole is to be commended, and heartily, to mature stu- 
dents rather than to beginners Not only are the first seven 
chapters devoted entirely to an exposition of the various 
cost concepts from Adam Smith to Cairnes, and the ninth 
to the early utility theory of Say, but all the other chap- 
ters contain a large amount of critical material, especially in 
the numerous and elaborate foot-notes, while Chapter XXI. 
is devoted to the clearing up of the mass of absurdities 
with which Hobson had succeeded in confusing himself. 

The first clear purpose of the book as it reveals itself to 
the reader is the rehabilitation of cost as the basis of value. 
It is generally conceded that, in the case at least of repro- 
ducible commodities, it is the cost of production which 

1 Value and Distribution - A Critical and Constructive Study. By Herbert 
Joseph Davenport. Chicago. 1908. 
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limits supply and, by limiting supply, determines value. 
That the author means no more than this is stated with 
entire clearness. "In no case can the pains or the pleas- 
ures of production have significance for market value other- 
wise than as they bear upon supply, — that is, upon the rel- 
ative volumes of goods seeking exchange against one an- 
other. All market-cost doctrines are supply doctrines, and 
explain value only in the sense and to the degree that supply 
explains value — that is, only upon the assumption that 
demand may, for the purposes of the case, be taken for 
granted" (pp 87 and 88). 

A special feature of the author's cost theory is its empha- 
sis upon entrepreneurs' costs, — not that cost analysis must 
end there, but that all forms of cost are centralized or fo- 
cussed in this form. It is sufficient for certain purposes 
to say that the price of an article must be high because the 
entrepreneur's costs are high; but this is not a complete 
solution until we know why entrepreneurs' costs are high, — 
why, for example, does he have to pay high wages, high 
insurance, high interest? This necessitates a further analy- 
sis, and raises the question, Why this insistence upon en- 
trepreneurs' costs? For the simple reason that it is only 
as these various forms of cost are combined into a high total 
cost for the entrepreneur that they result in a high price 
for the product. This is well summed up in the author's 
statement that " cost is simply a money expression of the 
total of resistance to the entrepreneur's production" 
(p. 276). So far as this statement alone goes, the author is 
in entire accord with Marshall * and other leading writers in 
the same field, but few recent writers have laid such stress 
upon the entrepreneur function. It is interesting to note, as 
indicating possibly a new trend of thought, that another 
recent book — namely, Hawley's Enterprise and the Pro- 
ductive Process — also emphasizes the entrepreneur function 
and insists on approaching the whole subject of econom- 
ics from the entrepreneur's standpoint. 

Another interesting feature of the author's cost theory, 

1 Principles of Economics, 5th edition, pp. 339, 359 
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which comes out in connection with his insistence upon the 
determining influence of entrepreneurs' costs, is his method 
of including under cost as a factor in determining supply- 
certain items of which the book-keeper would never take 
account. Opportunities for gain in other occupations, for 
example, which the producer has to give up in order to 
enter upon the production of the article in question, must 
be reckoned under the factors which limit supply. Such 
items as these, in addition to wages and interest, must 
therefore be covered by the price of the article. The obvi- 
ous reason is that, if the price is not high enough to enable 
the producer to make as much as he would make by doing 
something else, he would do something else, and not pro- 
duce the article in question at all. Items of this kind are 
brought under a general doctrine of opportunity cost, — a 
doctrine first elaborated, it is believed, by David I. Green, 
to whom the author generously concedes the honor of hav- 
ing formulated it in entire defmiteness, claiming only for 
himself the honor of first giving it systematic application. 

This insistence upon the importance of entrepreneurs' 
costs, taken together with the doctrine of opportunity cost, 
leads to some real contributions to the general theory of 
value. Cost as a factor in determining supply must of course 
include every form of resistance to the continuation of the 
production of the article in question. From the stand- 
point, therefore, of his influence on supply, the largest profit- 
maker may be the marginal producer. As the author puts 
it, "it is, in truth, entirely credible that the largest profit- 
maker in the industry should be the marginal producer in 
that industry" (p. 92). That is to say, no matter how 
large a profit an individual entrepreneur may be making 
in a given industry, if he can make approximately as much 
in some other industry, he may be the first to leave his 
present industry as the result of a fall in the price of his 
product. The wheat-grower in western New York, for 
example, may be growing wheat at a very low cost, as an 
economist of the strict Ricardian school would figure it, 
and would then be regarded as securing a large surplus. 
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He would not ordinarily be considered the marginal pro- 
ducer of wheat, and yet, as the author clearly shows, he 
may really be the marginal producer, because he may have 
so many other opportunities for profitable farming that 
even a slight fall in the price of wheat would cause him to 
turn instantly to the growing of some other crop. He may 
in that sense be the marginal producer from the standpoint 
of the total supply of wheat. This would look like a nega- 
tion of the doctrine that marginal cost determined normal 
value, were it not for the recognition of opportunities fore- 
gone as a factor in cost; in other words, were it not for the 
doctrine of opportunity cost. Since the surplus of the wheat- 
grower in western New York is mainly in the form of rent, 
this looks like a recognition of rent as a factor in cost, and 
so it is. This is, at the present stage of economic discus- 
sion, a distinct contribution to the theory, not in the sense 
that opportunity cost has been overlooked by previous 
writers, but in the sense that previous writers have not con- 
sistently followed the doctrine to its logical applications. 

To be sure, the classical doctrine of the relation of rent 
to wages is in a sense a doctrine of opportunity cost. The 
employer, for example, must pay his laborers as much at 
least as they could produce for themselves on marginal 
land. In entering his employment, they may have given 
up opportunities to become independent land-owning farm- 
ers, in some cases, opportunities not only to secure an an- 
nual crop from the land, but also to secure a speculative 
rise in the value of the land ' Consequently, their wages 
must not only enable them to live, but must compensate 
them for that which they have foregone. Where opportuni- 
ties of this kind are large, wages must be high : where they 
are small, wages may be low enough to approach the mini- 
mum of subsistence. All through the literature of eco- 
nomics there are to be found recognitions of the doctrine of 
opportunity cost in fragmentary form, and it has been ap- 
plied piecemeal to a great many detailed questions. The 

1 Compare Clark, Distribution of Wealth, p. 86; Marshall, Principles of Eco- 
nomics, 5th edition p. 429. 
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chief contribution, therefore, of the work before us is that 
of gathering together and systematizing various parts of 
this doctrine and following it to its logical conclusions. 

The other portions of the work are in general clear, but 
it seems to the reviewer that the author flounders hopelessly 
in his discussion of the capital concept, as several authors 
have floundered before him and as every one must who 
tries to define capital as he does. In the first place, he 
follows the lead of the impressionistic school of economics 
in attempting to merge land with capital. Then follow 
a number of technological details in the attempt to show 
that there is no essential difference between the two. Note 
especially the following: "for while it is true that labor 
and capital, when denied recourse to land in the non-value 
and purely concrete and physical sense, will yield no timber, 
it is at the same time true that they will give timber plenti- 
fully enough if strictly limited in their application to val- 
ueless land, that is, if confined to what, in economic and 
value sense, is no-land" (pp. 127 and 128). The idea 
that valueless land is no-land is of course a part and parcel 
of the impressionists' doctrine. Might not one as well say 
that valueless air is no-air, or valueless water no-water, from 
the economic point of view? All that can truly be said in 
any of these cases is that valueless air — that is, air which 
exists in sufficient abundance to satisfy everybody — is a 
non-economic good in the sense that we do not have to econ- 
omize in its use. The same is true of valueless land. If 
there is valueless land, it is still land, but it is land which is 
not an object of economy. It may be quite true to say that 
valueless land is not capital, and would not figure in an in- 
ventory of wealth, wealth being measured on the basis of 
value and its quantity expressed in dollars The present 
writer has insisted previously 1 that all discussions of the 
capital concept are futile until a clear understanding is 
reached of the nature of an economic quantity, its basis 
of measurement, and its form of expression. Valueless land, 
when measured on the basis of its superficial area, is a defi- 

1 See Quarterly Journal of Economics for May, 1907. 
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nite quantity of land. Measured on the basis of its value, 
it is not a quantity at all, or its quantity would be repre- 
sented by zero. In the failure to distinguish sharply be- 
tween these two quantitative concepts lies the whole diffi- 
culty of adequately defining the capital concept. For 
many purposes in economics, value is the only basis of 
measurement which we can use; but, if we blindly adopt 
this as the basis of measurement without a clear recogni- 
tion of what it means, it will lead us into many absurdities, 
such as saying that valueless land is no-land, or that, if 
manufacturers were supplied with coal in such abundance 
that it would have no value, they would have no coal, and 
that a manufacturer who is so situated that he has value- 
less water — that is, water which is so abundant as to have 
no value — has no water. 

It is, however, quite possible for certain purposes to 
define capital from the entrepreneur's point of view as the 
sum total of values which he must lay out in starting and 
conducting an enterprise, provided that we always remem- 
ber what we are about. If he must use land and machinery 
and buildings, and must also pay several months' wages 
before he begins to sell his product, the whole fund which 
he must possess in order to start and carry on his industry 
successfully may for certain purposes be called capital, 
which then is merely the quantitative expression of all the 
things which it is necessary that he should possess. But 
this clearly means, among other things, a complete rehabili- 
tation of the wage-fund doctrine. That is to say, it requires, 
other things equal, more capital, thus defined, to initiate 
and carry on an industry where wages have to be paid sev- 
eral weeks or months before a product begins to be sold 
than would be necessary if the product could begin to be 
sold at once. This additional quantity of "capital" neces- 
sary for the successful conduct of the business in the former 
case is, of course, "destined" for the payment of wages. 
But the complications arising from this method of defin- 
ing capital are innumerable. From the standpoint of the 
entrepreneur, he possesses more capital if he owns his 
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land than if he rents it, because there is a larger initial 
outlay. 

The author makes much of the contention that in a col- 
lectivist society, where there was no private property in 
either land or capital, the distinction between them would 
never be made and could not be made (p. 144). This is 
true enough; but what of it? We are now living under a 
competitive regime, with private property in both land 
and capital. The fundamental purpose of all economic 
analysis is not mere academic curiosity, but to discover its 
bearing upon the problems of economic justice. Is the 
present order of society just? It may not be the function 
of the economist to solve that problem, but economic analy- 
sis must at least precede the solution of the problem. One 
must make a clear and thorough-going analysis of what is, 
before one is in a position to make any suggestion what- 
ever as to how things may be changed in the direction of 
what ought to be. Therefore, if there is any distinction 
between the ownership of land and the ownership of cap- 
ital, it ought to be shown by our economic analysis. There 
can be no distinction shown except by a study of the eco- 
nomic characteristics of land and capital, especially on the 
side of supply. What are the factors which limit the sup- 
ply of land, and what are the factors which limit the supply 
of capital? Are they the same or are they different? It 
is only by ignoring questions of this kind that any writer 
has ever been able to obliterate the distinction between the 
two forms of wealth 

It is quite conceivable that a collectivist community, 
like the Spartan Commonwealth, might collectively own a 
body of slaves to do all its work It might then be claimed 
that there was no distinction between labor and capital. 
The labor would be placed in an inventory along with other 
productive factors. It might even be capitalized and its 
quantity expressed in money. For certain purposes this 
scheme of definition would be entirely satisfactory. But, 
if economics is to be a basis for a science of statesmanship, — 
that is, if it is to throw any light whatever upon questions 
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of public policy, — it would still be necessary to make a dis- 
tinction between labor and capital, or, what amounts to the 
same thing, between laborers and instruments of produc- 
tion. 

Under his discussion of capital as a competitive concept, 
the author states (p. 144) that under a collectivist economy 
"production would take place according to some sort of 
utility standard in consumption, and productive agents 
would be rated in esteem according to their efficiency in util- 
ity creation." Whereas, under the competitive economy, 
agents of production are rated in esteem according to their 
efficiency in value creation. It is implied that this is a real 
distinction. It is doubtful if there is any distinction at all. 
Under a competitive society an article which is produced 
in large quantities, so that the consumption of the article 
approaches the point of satiety, has, of course, little value 
per unit. A factor of production which will yield a given 
number of units of the commodity would be rated in esteem 
at a low figure because of the low value of its product. 
Would it not also be rated in esteem at a low figure under a 
collectivist economy? If the collectivist community has 
almost a satiety of the article in question, an agent of pro- 
duction which will yield a given number of units of it would 
certainly be rated in esteem at a lower figure than if there 
were a scarcity of the article. That is, the agent of pro- 
duction would be less highly prized by the community in 
the former than in the latter case, its loss would not be so 
severely mourned. There would be no essential difference 
in the rating in the competitive and in the collectivist com- 
munity Market value and effective utility are very closely 
related. The real difference, if such there be, rests upon 
the assumption that under a competitive economy there 
will be great inequalities in the ability to purchase, and that 
these inequalities are themselves unjust or unwarranted in 
any final analysis of utility. If there are a few men with 
immense fortunes either inherited or won by speculation 
or other useless methods, an agent of production which sup- 
plies them with a very trifling gratification might be lowly 
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rated in esteem, and command a high price in spite of that; 
that is, it might bring a high price on the market for the 
sole reason that these opulent consumers of its product pos- 
sess a great many other things to give in exchange for it, — 
things which they possess in such abundance that they are 
even less esteemed than the product in question. But such 
conditions are not in any way essential to a competitive 
economy. We may have a competitive economy in which 
there is no wealth in the possession of any one who has not 
himself earned it, assuming that the family, including cer- 
tain non-productive members, is the unit. To be sure, 
certain things which, to the philosophical mind, appear to 
be useless baubles, are frequently highly evaluated on a 
competitive market. They would also be highly esteemed 
in a collectivist economy, unless we assume that all its mem- 
bers have philosophical minds. 

The interest problem is, of course, the strategic point in 
the whole scheme of distribution, both from the theoretical 
and practical standpoint. Theoretically, it is the most elu- 
sive of all the problems in distribution, and, practically, it is 
the question upon which the social policy of the future is 
likely to turn. Discussions of socialism, for example, are 
fruitless and beside the point until the problem of the nat- 
ure and cause of interest is settled. Unfortunately, this is 
the least satisfactory part of the author's discussion. He 
follows in the main the Austrian analysis, with some added 
emphasis upon the cost of capital. Nothing, so far as the 
reviewer can discover, is added to the discussion which had 
not been said before, and some of the most significant con- 
tributions to the theory are practically ignored. 

One of the best chapters in the book — and it is a most 
excellent chapter — is on Rent and Cost His handling of 
the concept of marginal rent is especially good. His posi- 
tion on this point is fairly well indicated by the following 
revision of Ricardo's statement: "Ultimately, corn is not 
high because rent is paid for corn land, but rent must be 
paid, because, to command the land for corn, a rental pos- 
sible from some other product has to be refused " This 
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does not, of course, prove that prices would be lower if rents 
were remitted or taxed away by the government. Rent 
would still exist in either case: they would simply accrue 
to other persons or powers. All it means is that, if condi- 
tions were such that rents did not exist, prices would be 
different In other words, if certain lands would not yield 
a rent for market gardening, more land would be devoted 
to corn growing, and there would therefore be more corn, 
and the price of corn would be lower. But, if the govern- 
ment were to appropriate rents to itself by the method of 
the single tax, the same land which is now used for market 
gardening and other similar purposes would still be so used, 
there would be no more land used for corn growing, and 
prices would not be effected. One exception ought, how- 
ever, to be noted Land which is now held out of use for 
speculative purposes would then be forced into use, and a 
larger product would accrue. But there is no reason for 
supposing that this would affect one crop rather than an- 
other or disturb the relative proportions among the vari- 
ous products, tho it might conceivably do so. 

The author consistently adheres to the doctrine that the 
whole problem of distribution is a problem in value, as the 
present reviewer had previously affirmed. 1 Therefore, the 
work begins and ends with considerations regarding the 
laws of valuation. There is also an excellent concluding 
chapter, giving a summary of the conclusions of the whole 
book. One thing which will impress the reader is the large 
number of question marks with which the work is literally 
sown. These marks are so distributed as to make the 
reader take stock of his ideas, and will probably force him 
to revise his views on a number of topics. The book is the 
work of a keen critic, who is at the same time a construc- 
tive thinker. 

T. N. Carver. 

1 Carver, Distribution of Wealth, Introduction. 



